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INDIA - KEY ECONOMIC INDICATORS 
All values in million U.S. dollars unless otherwise indicated. Indian 
fiscal year is April 1 to March 3l. 
1986/87 1987/88 1988/89 Percent 
Est. Est. Change 


A B Se C/B 
INCOME, PRODUCTION, EMPLOYMENT (A) 
GNP at Current Prices ($ Billion) 201.1 226).7 265:.2 
GNP at Constant (1980-81) Prices 129551 Ls4éc9 149.7 
($ billion) 
Per Capita GNP, Current Prices ($) 261.2 288.8 5 | 
Per Capita GNP, Constant Prices ($) 167.7 i721 186.9 
Industrial Production Index (1980- 155.52 UGiicod 82.06 
81 = 100) 
Agricultural Production Index £52.5 149.3 176.9 
(1967/68 - 69/70 = 100) 
Population (million) 770. 785.0 801.0 
Labor Force (million) 303. Sbda4 319.2 


MONEY AND PRICES (A) 
Money Supply with Public($ bil) (B) 97. 133.2 331.5% 
Prime Lending Rate (State Bank 

of India) (percent) BGs 16.5 4.5 
Wholesale Price Index (1970/71=100) 376i. 405.4 435.0 
Consumer Price Index (1960=100) 674. 736.0 803.0 


BALANCE OF PAYMENTS AND TRADE (C) 

Indian Exports, FOB 10,420 12,830 14,830 

U.S. Share (D) 27465 2162 3,267 

Indian Imports, CIF L7,, 140 19,810 21,960 

U.S. Share (D) 5 S'6 1,464 2,498 
Balance of Trade -7,320 -6,980 = 130 
Invisibles (net) 2,800 2,840 2,580 
Current Account Balance -3.700 -4,140 -4,550 
Overall Balance Vs -339 -1,406 

SDRs & Foreign Exchange Reserves, 6,730 6,391 4,985 

Gross 

External Debt 41,205 44,223 47,000 6.3 
Annual Debt Service 4,425 5 457/ 6,023 10.4 


Major imports from the U.S. (1987): Machinery and Transport Equipment, 647; 
Scientific Instruments, 108; Chemicals, 93; Metalliferous Ores and Metal, 
Scrap, 90. Major exports to U.S. (1987): Textiles, incl. Yarn and Wearing 
Apparel, 734; Diamonds, 699; Petroleum Products, 272; Cashews Shelled, 150. 


(A) Rupee data converted at Rs. 14.50=$1.00. (B) Includes Time Deposits. (C) 
Converted into dollars at Rs.12.80 for 1986/87, Rs. 13.00 for 1987/88 and 
Rs.14.50 for 1988/89. (D) Calendar Year Figures (1986, 1987 and 1988) 


Note: Indian trade data are based on the Reserve Bank of India's 
classification, i.e., the payment method, and are, therefore, different from 
the data released by the Directorate General of Commercial Intelligence and 
Statistics, which are based on shipment of goods. 


Sources: GOI Central Statistical Organization, Reserve Bank of India 
Bulletins, GOI Economic Survey, U.S. Department of Commerce, World Bank. 





SUMMARY 


Following 1987's serious drought, India's agricultural 
production rebounded in 1988. Because of the catch-up 
effect, Embassy estimates India's real GNP grew by close to 
11 percent in 1988/89, compared with 4.4 percent in 1987/88. 
Industrial production was up 9 percent; the services sector 
increased roughly 7 percent. 


Despite this impressive performance, India's economy faces a 
number of serious problems: persistent power shortages, a 
large and growing number of "Sick" or financially insolvent 
industrial units, a large central budget deficit, excess 
liquidity, the threat of increasing rates of inflation, 

and an estimated 300 million persons below the government- 
established poverty income line. 


The country's current balance-of-payments position is 
worrisome. Foreign exchange reserves currently cover less 
than 2.5 months of imports, and the current account trend 
promises only to increase the pressure in the months ahead. 
The trade deficit in 1988/89 grew to $7.1 billion, as 
imports jumped approximately 15 percent in dollar terms. 
Exports increased by over 18 percent, but on a much smaller 
base. U.S. exports to India--led principally by high 
technology goods, aircraft and foodgrains--grew by an 
impressive 70 percent, and overall bilateral trade grew by 
34 percent. In the capital accounts, the Government of 
India (GOI) in 1988/89 approved a record $2.5 billion in 
commercial borrowings, in order to help finance the import 
bill. Foreign direct investment increased approximately 
$250 million in 1988-89, up from $150 million a year earlier. 


The United States and India initialled a double tax treaty 
draft in May 1989. Once signed and ratified, this treaty 
should encourage greater bilateral trade and investment in 
the years to come. The Indian Government is encouraging 
joint ventures with foreign firms to help modernize 
production, improve quality, and increase competitiveness 
overseas. This improving investment climate, while still 
restrictive, should offer business opportunities to U.S. 
firms, particularly in higher technology areas such as 
electronics, computers, and telecommunications equipment. 
However, on May 25, the United States named India as a 
trading partner with practices which fall within U.S. trade 
liberalization negotiating priorities. The United States 
has decided to initiate investigations in two fields: 
trade-related investment measures, and exclusion of foreign 
insurance companies. India has also been named on the U.S. 
"priority watch list" for practices related to the 
protection of intellectual property rights. The United 
States seeks to negotiate agreements eliminating these 
practices. 





THE CURRENT SITUATION 


Macroeconomic Developments: India's economy staged a strong 
recovery in 1988/89, following drought-marred 1987/88. Official 
estimates place the real GNP growth rate at 9 percent, and the final 
growth rate for the year may actually approach an impressive 1l 
percent, compared with 4.4 percent the preceding year. Nine percent 
would be the highest rate in the past 12 years. If agricultural 
production returns to normal, real growth should resume its previous 
rate of 5-6 percent this year. Real growth over the past decade 
will average over 5 percent per annum, the highest since 
independence in 1947. (Buoyed by this success, the Eighth Economic 
Plan approach paper, now under preparation, reportedly projects an 
average 6 percent annual growth rate target for 1990-95.) 


Industrial Performance: Industrial production, which accounts for 
approximately 25 percent of India's GNP, slowed down in mid-1988, 
but recovered later in the year, as the agricultural sector 
generated more demand for industrial products. For the period April 
through February 1989, industrial production increased at an annual 


rate of 9 percent, which is the Embassy's current estimate for 
1989/90. 


In order to promote industrial expansion, the government 
substantially increased exemption limits for industrial licensing 
for medium and small companies. The policy of broad-banding, 


introduced in 1985-86 to permit flexibility in licensing the goods a 
concern could produce, was extended to several other industries, 
including food processing. Except for the large corporations which 
come under India's monopoly and foreign exchange laws, most 


industries now are completely outside the purview of industrial 
licensing. 


Market exit for failing firms remains one of industry's most serious 
problems. Organized labor and other political forces still can 
prevail on the government to prevent "sick" companies from shutting 
down. Moreover, the government has preferred to invest resources in 
new capacity rather than refurbish exhausted, uneconomic firms. 
India's power sector has largely recovered from last year's drought, 
although chronic power shortages and uneven performance in many 
parts of the country remain a serious problem. Electricity 
production in 1988/89 increased 9.5 percent, compared with 7.5 
percent the previous year. Electricity demand, however, has 
continued to grow at over 10 percent per year with no sign of 
abating. Power shortages are widespread, particularly in southern 
and eastern states. Despite the government's plans to increase 
power generation by about 14 percent in 1989/90, problems in 
generation, transmission and delivery will continue to be 
bottlenecks for the foreseeable future. 





India met approximately 60 percent of its petroleum needs in 1988/89 
through local production. Crude output, which increased 
significantly during the early 1980s, has grown only marginally in 
the past two years. Petroleum exploration activity continues to 
receive top priority from the government. Five offshore projects 
involving multinational oil companies (including Amoco and a 
Texaco-Chevron partnership) have been begun. The government has 
also decided to offer another package of offshore, and reportedly 
Onshore, tracts for bid by the end of 1989. India is also seeking 
to increase utilization of its sizeable natural gas resources which, 
to date, have been used largely as fertilizer feedstock or in power 
generation. Government energy analysts are optimistic that recent 
Oil discoveries will enable crude production in the early 1990s to 
keep pace with petroleum demand, but most observers remain skeptical. 


Agricultural Production: Abundant and well distributed rains 
boosted 1988/89 foodgrain production considerably. The current 
estimate is for over 160 million tons, an increase of 20 percent 
over last season, and well over 1983/84's all-time record of 152.4 
million tons. Output of cash crops such as oilseeds and cotton have 
also increased significantly over last year's levels. As a result, 
oilseed imports, at a record high last year, dropped by nearly 1 
Million tons. Cotton exports resumed after being temporarily 
suspended in 1987. 


The government still faces the rebuilding of the food security 
stocks drawn down significantly during the 1987 drought. Foodgrain 
stocks, some 9.2 million tons on April l, 1988, totalled 
approximately 7.5 million tons by April 1, 1989. As a result, the 
government has been actively purchasing from both local and foreign 
producers. Two million tons of wheat were purchased from the United 
States and 650,000 MT of rice from Thailand in CY 1988. Import of 
another 2 million tons of foodgrains may be necessary in 1989 to 
contain pressure on prices, as stock rebuilding continues. 


The Services Sector: During this decade, the services sector, 
consuming over 40 percent of GNP, has grown more rapidly and 
steadily than industry or agriculture. Services grew by 7-8 percent 
in real terms during 1988/89, and in 1987/88 by about 6 percent. 
Defense and public administration, two of the largest components, 
grew by more than 11 percent last year. Other important services, 
such as advertising, finance, and tourism, also showed significant 
increases for the year. Tourism is now the economy's largest net 
foreign exchange earner. The government projects the number of 
visitors to grow at an even faster rate over the medium term, which 
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would boost air travel, hotel and restaurant earnings. However, the 
figures show that foreign visitors in CY 1988 were up by only 7.2 
percent, as opposed to an increase of over 20 percent from 1986 to 
1987. In addition, domestic air service suffers from a shortage of 
aircraft. Lack of adequate rail transport service capacity and 
reliability continue to be serious bottlenecks and contribute to 
high demand for road transport. Railroad traffic during 1988/89 
increased only 4 percent in freight miles. 


Policy Developments 


This year policymakers have turned their attention to coping with a 
widening trade and current accounts gap, and consolidating past 
economic liberalization. Import liberalization, which was begun in 
the mid-1980s, has been turned back slightly in an effort to slow 
down the rate of growth of imports. The 1989/90 budget contained no 
new lberalization steps but did raise taxes, both direct and 
indirect, to help offset the chronic budget deficit. Economic 
observers speculate that further relaxation of government controls 
on the economy will not take place before the general election 
scheduled this year. 


Prime Minister Gandhi announced last April that his administration 
would seek to encourage greater foreign investment. Indian 
officials have been meeting regularly with Japanese, West German and 
U.S. representatives (official and business) to examine ways of 
speeding up the investment approval process, and to deal with 
specific problems. Using this "fast track" approach, the Indian 
Government hopes to streamline and simplify procedures. Particular 
emphasis has been placed on investment in India's 100 percent 
export-oriented units, where a variety of incentives are available. 
The government has not, however, signaled an intention to liberalize 
basic policies. Approval of a Pepsico joint venture to produce soft 
drinks and processed foods, over two years after the original 
application, clearly was intended to be a symbol of growing official 
acceptance of foreign investment. 


"Super" 301 


India's vast potential market for U.S. goods and services and its 
relatively closed market policies were key factors in the U.S. 
Administration's decision to name India as a priority country under 
the "Super" 301 section of the 1988 Trade and Competitiveness Act. 
The United States specifically cited India's foreign investment 
policies (related to foreign equity limitations, domestic content 
requirements and export obligations) and the exclusion of foreign 
insurance companies, as priority practices which the United States 
seeks to see eliminated. Under the U.S. law, the United States has 
a 12-month period to seek to negotiate the elimination of, or 
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compensation for, the priority practices. Failure to resolve the 
situation may require further U.S. action, including retaliatory 
measures. Under a separate section of the Trade Act, the United 
States placed India, along with seven other nations, on a priority 
"watch list" for intellectual property rights practices which merit 
special attention. 


The practices which have been cited fall within the U.S. trade 
liberalization negotiating priorities. As such, they are also 
subject to discussion and negotiation in the Uruguay Round of the 
GATT multilateral trade negotiations. The U.S. objective is to open 
markets and expand trade. The Embassy is optimistic that Super 301 
action will not damage the bilateral trade and investment 
relationship. 


Financial and Monetary Developments 


Unless the government manages to curb operational expenses, or 
Significantly increases its revenue, the current trend in public 
finance threatens to undermine the government's ability to finance 
adequately the Eighth Economic Development Plan. Steady increases 
in administrative expenditures, including defense, interest 
payments, and subsidies, have led to steadily increasing budget 
deficits in recent years. The 1989/90 budget, however, projects a 
year-end deficit of only Rs. 73.37 billion, a slight decrease from 
the current projection for 1988/89. Taking the simplest definition 
of deficit to mean total expenditure minus total revenue (excluding 
planned government borrowing), the overall deficit in 1988/89 was 
nearly 7.5 percent of GNP. The 1989/90 estimate is 6.6 percent. If 
recent trends are a useful guide, the deficit is likely to be larger 
than the original estimates. (Indian fiscal years run April l 
through March 31.) 


Inflation remains a major concern. Consumer prices in March 1989, 
as measured by the government's Consumer Price Index for Industrial 
Workers, rose only 8.6 percent compared with the same month a year 
ago (last year's rate was around 10 percent). However, consumer 
prices for agricultural laborers in February 1989, were 10.8 percent 
over last year. Government-authorized increases in administered 
prices for a variety of goods and sevices, from rail freight rates 
to steel, coal and sugar, were announced in late January. This 
alone will boost prices for both industrial inputs and retail 
goods. Economists remain concerned that the persistent large, and 
growing central government deficit, and the 16-17 percent growth 
rate of the money supply over the past two years could push India 
well into double digit inflation in the near future. 


The Reserve Bank of India (RBI) introduced new credit policy limits 
in March to curb expansion in money supply and reduce excess 
liquidity. Effective July 1, 1989, the RBI will impose a uniform 15 





percent cash credit ratio (CCR) on deposits of commercial banks. 

The previous CCR varied between 3 and 15 percent. Interest rates on 
short-term deposits (46-90 days) were raised from 4 to 6 percent per 
annum, effective March 28, 1989. The RBI also plans to widen the 
range of money market instruments, and thus introduce a limited 
degree of competition in this highly regulated money market. 


India's equity markets have shown healthy signs of growth and 
confidence in recent months. The RBI's equity index on April l, 
1989 was up by 69 percent over a year earlier. Approvals for new 
publicly traded shares in 1988/89 reached a record $5.7 billion 
compared with $3.8 billion in the previous year. According to a 
recent press publication, India now has 12 million shareholders, 
ranking third after the United States and Japan. Prospects for 
raising additional capital for well regarded companies during 
1989/90 are promising. 


On the banking side, the RBI directed all foreign banks in January 
1989 to extend loans to government-designated "priority" sectors, 
which traditionally have been considered higher risk and low 

profit. The RBI has fixed a target of 15 percent of their total 
lending to be achieved in phases by March 1992. India's 
nationalized banks have a mandatory provision to disburse 40 percent 
of their total loans to the priority sectors (small-scale 
industries, retail trade, and small transport operators). 


The External Sector 


India's foreign exchange reserves plummeted in 1988, as bunched 
payments for debt falling due (including to the IMF) and large bulk 
commodity purchases on a cash basis were made. Exports continued 
their impressive growth: over 25 percent (in rupee terms) for the 
second year in succession. The government's decision to exempt all 
export profits from income tax no doubt helped. Imports, however, 
jumped from a yearly rate of 11 percent in 1987/88 to nearly 24 
percent in 1988/89. Consequently, the trade deficit has increased. 
Invisible earnings dropped to $2.58 billion, leaving the current 
account deficit at $4.5 billion for 1988/89 ($4.1 billion in 
1987/88). 


In the capital accounts, aid disbursements slowed during the first 
half of 1988/89, as donors who had accelerated disbursements during 
1987, to assist in drought relief, cut back to pre-drought levels. 
(Some advanced disbursements translated into lower levels in 
88/89.) This meant a small decline in net aid disbursements in 
1988/89, despite the large level of international assistance 
pledged. Foreign exchange reserves in mid-May 1989 totalled $4.2 
billion, down from $5.6 billion a year earlier, and $6.4 billion in 
May 1987. The May figure represents barely two and one-half months 
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of imports, down from 3.9 months of coverage in May 1988. 


India's foreign debt picture remains stable. Current total 
obligations are approximately $47 billion, including commercial, 
IBRD, IMF and concessional and private nonguaranteed debt. In 
1988/89 commercial borrowings totalled approximately $2.5 billion, a 
record level. IBRD debt and commercial borrowings have increased 
significantly, as a percentage of overall debt. In addition, 
nonresident Indian fund deposits now total over $10 billion. These 
funds, attracted at interest rates exceeding world rates, have been 
a major source of balance-of-payments support in the past three 
years, but they may increase India's vulnerability in the short 
term. As a result of these factors, the debt-service ratio has 
climbed steadily in recent years to approximately 30 percent by 
Embassy estimates. That rate should begin to drop gradually, as IMF 
repayments are phased out. 


The Indian rupee has drifted downward steadily in recent years 
against all major currencies, including the dollar. During 1988, the 
rupee depreciated approximately 15 percent vis-a-vis the dollar, 
10.7 percent against the pound, and 11.7 percent against the yen. 

As the U.S. dollar has strengthened, the rupee has depreciated by 
another 8 percent, since January 1989. The rupee-dollar rate was at 
Rs 16.45 on June 12, 1989. 


IMPLICATIONS FOR U.S. BUSINESS 


Prospects for an early signing of an Indo-U.S. double taxation 
treaty brightened significantly in May 1989 when the two governments 
initialled a treaty draft after nearly 30 years of on-again, 
off-again negotiations. The treaty will go into effect upon final 
review by both governments and ratification by the U.S. Senate. 


The United States is now firmly established as India's leading 
trading partner. According to U.S. trade statistics, bilateral 
trade grew from $4.2 billion in CY 1987 to $5.7 billion in 1988, an 
increase of 35 percent. U.S. exports rose to $2.5 billion in 1988, 
a 70 percent increase. U.S. imports from India rose to $3.2 billion 
in 1988, an increase of 15 percent. Thus, India enjoyed a $669 
million surplus, down from $1.3 billion in 1987. There was a 15 
percent increase in bilateral trade in the first quarter of 1989, 
over the same period of 1988. U.S. exports were running 11.6 
percent above those of 1988, and imports from India were up a strong 
16.8 percent (according to preliminary Department of Commerce 

data). Based on these trends, total trade between the two countries 
in CY 1989 may exceed $6 billion. 
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U.S. high-technology exports reached $537 million in 1987, up 17 
percent from the previous year. In 1988, U.S. Government export 
license approvals for electronics, computers, and telecommunications 
equipment to India also increased sharply. Some 2,970 license 
applications valued at over $703 million were granted, compared with 
710 licenses valued at $22.7 million in 1983. 


The United States continued to lead the list of joint venture 
"collaborating" countries, with 191 new project approvals in 1988, 
followed by West Germany, the United Kingdom, and Japan. The Indian 
Government approved U.S. equity investment worth $70 million in 
1988. Actual investment in 1988 increased more than threefold 
compared with 1987, almost equal to the entire amount approved in 
1987: $83 million. The government continues to favor foreign 
collaborations where the foreign partner will transfer know-how to 
India, particularly in high-technology areas. Despite these 
encouraging trends, investment and joint venture approvals still 
face significant bureaucratic and policy hurdles, and total foreign 
investment in India remains exceptionally small by international 
standards. 


U.S. firms will find major export and investment opportunities in 
the following areas: oil and gas field machinery; power generation, 
transmission, and distribution equipment; telecommunications 
equipment; computers and peripherals; mining and excavation 
machinery; electronics products and components; machine tools and 
metalworking equipment; printing and graphic arts equipment; 
alternate energy equipment, services and engineering; avionics and 
navigation equipment; shipbuilding and port maintenance equipment; 
process control instruments; chemical and petrochemical plant, 
equipment, and machinery; food processing and packaging equipment; 
medical equipment, scientific and test instruments; and plastics. 


The U.S. Trade and Development Program (TDP) has been increasingly 
active in India. To date, TDP has funded studies totalling $3 
million. An additional $6.8 million worth of new studies is under 
negotiation and likely to be approved shortly. 


Many U.S. companies considering the Indian market will find 
participation in events sponsored by the U.S. Department of Commerce 
an excellent vehicle for promoting business in India during 1989. 
Interested firms should contact the U.S. Department of Commerce, 
International Trade Administration, Washington, D.C. or the district 
offices of Commerce's International Trade Administration, located in 
many major cities. 
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U.S. Trade events in 1989 and 1990 Scheduled for India 


EVENT DATES LOCATION 


Show Case Catalog Show (Multi- June 7-9, 1989 New Delhi 

product Catalog Show) and Spin-Off June Cochin 

Shows July Bhubaneshwar 
July Patna 
July Kanpur 
August Chandigarh 


U.S. Tourism Equipment and September Bombay 

Supplies Catalog Exhibition Calcutta 

Spin-off Shows Madras 
New Delhi 


International Security October 3-9 New Delhi 
Exhibition by Trade Fair 
Authority of India 


Indian International Trade November 14-29 New Delhi 
Fair by Trade Fair Authority 
of India 


Air-Conditioning and December New Delhi 
Refrigeration Video Catalog Bombay 
Show March 1990 Calcutta 


Marketing USA Catalog Show January 1990 New Delhi 
(on analytical and scientific Bombay 
instruments, electronic Calcutta 
components, electronic Madras 
production and test equipment, 

engineering and construction 

services, pollution control 

equipment, computers and 

peripherals, materials handling 

equipment, and telecommunications 

equipment ) 


Computer Peripherals Trade Mission To be decided New Delhi 
Bangalore 
Bombay 
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